Abstract
INTRODUCTION

Background
Indonesia is a unitary state that implements a decentralized governance system by granting autonomy to local governments. Local government (LG) autonomy is the delegation of all authorities and submission of all the central government's affairs, except the affairs of foreign policy, defense, security, judicial, monetary and national fiscal, and religion to LGs within the framework of democracy and national development by involving local people's aspirations and participation (Local Government Amendment Act, 2004) . Thus, the development in a region will be based on its people's economic and political aspirations.
One aspect of LG autonomy is fiscal decentralization. Fiscal decentralization is a process of distribution of funds from the higher levels of government to the lower levels of government to support the delegation of authority and submission of some of the higher level government's affairs to the lower level governments (Fiscal Balance between Central and Local Government Act, 2004) . Fiscal decentralization is a logical consequence of the implementation of regional autonomy with respect to the concept of money follows functions 2 , which means that the transfer or delegation of central government authorities must be accompanied by the allocation of funds needed to exercise these powers. Fiscal Balance between Central and Local Government Act (2004) authorises LGs to obtain financial resources in the form of assurance from the central government (i.e., decentralization fund) in accordance with the affairs of the central government that were handed over to LGs, collect and utilize taxes and levies, obtain the results of national resources in their area, and manage regional assets and obtain sources of legitimate income and sources of financing.
In the framework of LG autonomy, each LG is granted rights to design their own policies to achieve national objectives as long as they are congruent with the central government's strategic plan. The central government only provides principles of managing local finance to LGs rather than detailed rules it provided previously. As a result, each LG has its own programs and activities based on its people's perceptions, both economically and politically. The implementation of those programs and activities is financed through the LG budget. Because each LG has different programs and activities, each LG will have a different budget allocation. In turn, the quantity and quality of services and goods provided to the public will be different for each local government. As a result, the service-level condition of each LG varies. This study defines service-level solvency of local government in terms of the capacity of local government to supply and maintain the level of services it provides to the community (Wang and others, 2007) .
Research Problem
Based on the background as stated above, the following question is raised: "How good is a local government's capacity to supply and maintain services at a certain standard and quality needed and requested by its people?" Studies assessing quality of services and goods provided by local governments are frequently done, either by scholars or professional bodies. For example, in Indonesia there are indices of public satisfaction toward local government services and indices of public services. In Spain, to measure service-level solvency, Zafra-Gomez and others (2009a , 2009b , 2009c use indicators of the grade of services supplied by local government. The types of services are basic services in every local government, which are roads and highways, public parks, street lighting and waste collection.
However, research analyzing service-level solvency of local government from the accounting perspective is limited. To the author's knowledge, no research has been done in Indonesia. This situation motivated the author to analyze local government's capacity to supply and maintain services to its people by using accounting information.
Research Objectives
Two main objectives of this study are to develop measures of service-level solvency of local government from the accounting perspective; and to implement the measures to analyze servicelevel solvency of local governments in the Province of Yogyakarta Special Territory.
Research Contribution
This study offers new measures of service-level solvency of local governments by using audited financial information derived from financial statements. Advantages of using such information are objectivity and reliability because the information has been verified by the Supreme Audit Office (SAO). Another advantage is that the information is publicly available and annually released by the SAO.
The measures of service level solvency are analogous to measures of profitability in the business sector. In the business sector, because the main objective of the organization is to maximize stakeholders' value through profit maximization, the measures are developed to assess how far the organization achieves this objective with ratios related to the organization's profitability (i.e., ROI, ROE, profitability index). In the public sector organization, measures of service-level solvency can be referred to as indicators of how well a local government achieves its objectives through delivering goods and services to its community.
LITERATURE REVIEW
Definition of Service-Level Solvency of Local Government
Only a few scholars have defined the meaning of service-level solvency of local government. Groves and others (1981) and Nollenberger and others (2003) define it as local government capability to supply services in the quantity and quality that are needed and requested by its people; whereas Chaney and others (2002) state it as local government's ability to maintain the provision of basic government services. Almost similar to Chaney and others' definition, Kamnikar and others (2006) define service-level solvency as the capability of local government to maintain the sustainability of local government general services to the public. In their study, Wang et al. (2007) state that service-level solvency is the capacity of local government to supply and maintain the level of services it provides to the community. Chaney and others (2002) and Kamnikar and others (2006) measure service-level solvency as a comparison of unrestricted net assets to total expenses (i.e., Unrestricted net assets/Total expenses). Chaney and others (2002) argue that unrestricted net assets are an appropriate indicator because they show the accumulation of net assets available to provide services to the community. However, the use of the indicator Unrestricted net assets/Total expenses might not be appropriate to show a local government's capability to preserve the pre-existing fundamental government services because it is the total assets, not only the unrestricted assets, that are used by local government to provide services to the community in the future. In addition, the denominator of the ratio should be population size, instead of expenses, so that the indicator demonstrates the resource level available to serve one citizen. Dennis (2004) measures service-level solvency using several ratios, which are outstanding general long-term debt per resident, general fund operating revenues per resident, general fund expenditures per resident, debt service fund expenditures per resident, and capital projects fund expenditures per resident. Unfortunately, Dennis did not explain the logical framework to develop the ratios. Wang and others (2007) use ratios Total taxes / Population; Total revenues / Population; and Total expenses / Population to measure service-level solvency. They argue that higher tax per capita indicates a higher tax burden for residents and a lower service-level solvency; higher revenue per capita indicates a higher revenue burden for a resident to pay and a lower service level solvency; and higher expenses per capita indicate a more expensive government and a lower service-level solvency to sustain such expense level.
The use of the ratios total taxes to population and total revenues to population is not appropriate to reflect the dimension of service-level solvency (i.e., the capability of local governments to supply and to maintain service quality at certain standards that the community needs and requests) because the resources used by local governments to provide services and goods to the community in the future are the total assets, instead of total taxes or total revenues. others (2009, 2010) measure local government's ability to continue service provision by using a ratio of fund balance to total expenditures. They explained that a high ratio suggests that a local government can continue to provide uninterrupted services.
Developing Measures of Service-Level Solvency in the context of Indonesia
This study develops measures of service-level solvency based on the definition of service-level solvency as the capacity of local government to supply and maintain the level of services it provides to the community (Wang and others, 2007) ; and the accounting information provided by audited financial statements of local governments in Indonesia. The audited financial statements consist of a balance sheet, a statement of budget realization, and a cash flow statement.
Determining numerator of service-level solvency
The phrase "the capacity of local government ….. " is used as a basis to determine the numerator of the ratio." This phrase refers to all of the resources owned by local government to provide services to the community. The resources could include human resources, natural resources, facilities and all assets owned by local government. From the perspective of financial accounting, the information regarding the capacity of local government to serve its community is depicted in the value of assets in the balance sheet statement and/or in the amount of expenditures in the budget realization statement. Therefore, the value of assets or the amount of expenditures will be used as the numerator of ratios.
Value of assets as numerator
The value of assets informs the accumulated resources owned by a local government to provide services and goods to its community since it has been established, while the amount of expenditure informs the amount of goods and services committed by a local government to its community in a certain year. Therefore, the financial information of value of assets is more powerful than information of amount of expenditure in interpreting service-level solvency of a local government.
One can use value of total assets, value of total equities, or value of fixed assets as the numerator. Total assets indicate the accumulation and availability of resources owned by local governments in serving the community for the future (Chaney and others, 2002) . On the other hand, total equities are the net assets, which is the difference between total assets and total liabilities. This can be thought of as assets not claimed by creditors. These assets are the net resources available to provide services in the future (Chase & Philips, 2004) . Finally, total fixed assets refer to tangible assets that have a functional age of more than 12 months for use in local Indonesian government activities or by the public (Government Regulation 24/2005; 71/2010).
Expenditure as numerator
Amount of expenditures indicates the size of commitment of local government to serve its resident in a certain year. The more expenditure spent by a local government should be followed by the more services and goods (either quantity or quality) delivered by local government to the community. One can use the amount of total expenditure, amount of public expenditure, or capital expenditure as the numerator. Unfortunately, in Indonesia, the information about amount of public expenditure is not available in the current structure of local government budget or statement of budget realization. Before fiscal year 2006, the structure of local government provided information about the amount of public expenditure.
Determining denominator of service-level solvency
To determine the denominator of the ratio the phrase '' ….. to the community" is used as the basis." This phrase refers to the number of people living in the area of local government. Therefore, the denominator of ratios should be the number of people served by the local government.
Based-on the explanation above, the ratios to measure service-level solvency of a local government from the accounting perspective are as follows: Growing value of those ratios shows increasing quantity and quality of service level-solvency delivered by a local government to its residents. However, it cannot be concluded whether or not the existing condition of local government is good, because there is no threshold that distinguishes a good and a weak condition for service-level solvency. However, in general, the higher the ratio of service-level solvency, the better is the service-level solvency.
RESEARCH METHODS
Data and Data Sources
Data utilized in this study consists of audited financial statements, population size, and inflation rate. The audited financial statements of local government include balance sheet, statements of budget realization, and statement of cash flows from 2010 to 2012. Those financial statements are sourced from the Supreme Audit Office of Republic of Indonesia. The opinions of all the financial statements are unqualified opinion or qualified opinion so that the quality of financial information is reliable. 
Sample
This study focuses on all local governments in the Province of Yogyakarta Special Territory. There are five local governments in the province, which are one municipal local government (called Kota) and four district local governments (called Kabupaten). The five local governments are Kota Jogjakarta, Kabupaten Sleman, Kabupaten Bantul, Kabupaten Kulon Progo, and Kabupaten Gunung Kidul. Reasons to use local governments in the Province of Yogyakarta Special Territory are:
1. Local governments in the Province of Yogyakarta Special Territory have adequate quality of financial information as indicated by the opinions (i.e., unqualified opinion or qualified opinion) given the Supreme Audit Board.
2. The similarity of characteristic of local government in terms of socioeconomic, such as level of education of community, wealth of the community, and revenue base of local government.
Research Procedures
The steps taken in this study are as follow.
a. Develop measures of service-level solvency of local government from the perspective of financial accounting information. This step has been discussed in the literature section of this study. 3. Do time-series analysis and cross-section analysis.
FINDINGS AND DISCUSSION
Implementing Measures of Service-Level Solvency
The following Tables 1 through 5 show results from the calculation of ratios of service-level solvency. 245,300,448,724.10 3,343,809,667,230.65 3,648,019,396,752.77 8,368,209.55 8,552,942.87 Rp3, 119, 653.76 and Rp2, 823, 990 .62 for those ratios consecutively. This fact suggests that Kota Jogjakarta should not be compared with other local governments because it is not equivalent with other local governments. It has different characteristics. Kota Jogjakarta is a municipal local government, whereas the others are district local governments. Therefore the next analysis will exclude Kota Jogjakarta from discussion. others (2009, 2010) and Zafra-Gomez and others (2009a , 2009b , 2009c argue that one should create a cluster of equivalent groups of local governments before doing further analysis. The discussion will focus on four district local governments that are considered comparable based on the author's judgment. The following paragraph will discuss the results of each measure of service-level solvency. Table 1 shows that all local governments showed increasing trends for this ratio from 2010 to 2012. This condition showed an increasing commitment of local governments to deliver goods and services to the public for a specific year. For example, in 2010 Kabupaten Kulon Progo dedicated Rp1,571,487.18 to serve each resident and increased it to Rp2,056,943.01 in 2012 after eliminating the effect of inflation. This situation indicated that there was improvement in expenditure power of Kabupaten Kulon Progo to serve its community.
Total expenditure per capita (constant rupiah)
The highest growth of this ratio with a rate of 30.89% belonged to Kabupaten Kulon Progo; whereas Kabupaten Sleman experienced the lowest growth with a rate of 14.21%. In addition, Table 6 reports the ranking of adjusted total expenditure (constant rupiah) per capita for the local governments from 2010 to 2012. Table 6 shows that Kabupaten Kulon Progo had the strongest position for this ratio from 2010 to 2012. On the other hand, Kabupaten Sleman was placed as the weakest condition relative to other local governments. Kabupaten Gunungkidul demonstrated an acceleration trend for this ratio and overtook Kabupaten Bantul in 2011. In turn, Kabupaten Bantul was down-graded to ranking 3. Table 2 reports that all local governments have improved their capital expenditure per capita from 2010 to 2012. For example, in 2010 Kabupaten Bantul spent Rp135,282.08 per each resident to invest in fixed assets for serving its people. This figure was increased to Rp139,827.35 in 2012 after taking out the effect of inflation. This fact showed an improvement in capacity of a local government in delivering services to its community.
Total capital expenditure per capita (constant rupiah)
The best improvement was recorded by Kabupaten Gunungkidul with a rate of growth of 217.9%. As a result, Kabupaten Gunungkidul increased dramatically its ranking from the lowest in 2010 to number 2 in 2012. However, Kabupaten Bantul only made an improvement with rate of growth of 3.36% during 2010 to 2012. In turn, its ranking drops sharply from number 1 in 2010 to number 3 in 2012. Kabupaten Sleman also experienced a similar decreasing trend as Kabupaten Bantul. It was in the lowest ranking for 2011 and 2012. Table 7 reports the ranking of adjusted total capital expenditure per capita for local governments from 2010 to 2012. Kabupaten Sleman experienced the highest growth during this period with a rate of growth of 30.80% for ratio total assets per capita and 23.74% for ratio total equities per capita. On the other hand, Kabupaten Gunungkidul showed the smallest rates which are 17.10% for ratio total assets per capita and 17.22% for total equities per capita.
Looking from cross sectional analysis, the pattern of position for all local governments is similar from 2010 to 2012. Table 8 reports the ranking of ratio total assets per capita and ratio total equities per capita for local governments from 2010 to 2012. Table 9 reports the ranking of total fixed assets per capita for local governments from 2010 to 2012. The pattern of ranking of service-level solvency of the two highest ranks for period 2010-2012 was similar, with Kabupaten Bantul in the first rank followed by Kabupaten Kulon Progo in the second rank. However, the pattern for the lowest rank was changed where Kabupaten Gunung Kidul was in this position in 2010 and 2011 and then was replaced by Kabupaten Sleman in 2012. This situation demonstrated that Kabupaten Gunungkidul had improved significantly its service-level. This situation was supported by the increasing trend of ratio adjusted capital expenditure per capita for Kabupaten Gunungkidul.
Total fixed assets per capita
Although Kabupaten Sleman showed an improvement in this ratio from 2010 to 2012, the improvement was slower when compared to Kabupaten Gunung Kidul. This situation was consistent with the trend in ratio of adjusted capital expenditure per capita which also showed a declining trend for Kabupaten Sleman.
It is a surprise that Kabupaten Sleman, which is perceived by the community as the leading local government in the Province of Yogyakarta Special Territory, was in the bottom line as it has the worst service-level solvency. On the other hand, Kabupaten Kulon Progo, which is frequently perceived as an "underdog" local government in the Province of Yogyakarta Special Territory, showed an amazing trend as the best local government in service-level solvency. These facts show that service-level provided by local government seen from the perspective of accounting could be different from other perspectives. However, it should be similar.
CONCLUSION
Based on findings and the discussion in the previous section, this study concludes that:
1. To analyse a certain condition of local government (in this study the condition is servicelevel solvency) an analyst should create a cluster consisting of local governments with comparable (i.e., equivalent) characteristics; 
LIMITATION AND SUGGESTIONS FOR FUTURE RESEARCH
The financial information regarding the value of fixed assets is presented in the balance sheet as historical cost without deducting the accumulated depreciation. Those values should show the book values, which are the historical cost minus accumulated depreciation of those assets. The information of book values is fairer than historical value.
Up to now most of local governments in Indonesia have not yet presented the information of accumulated depreciation of fixed assets in their balance sheets, although the Governmental Accounting Standards requires such information in presenting fixed assets. Therefore, this study strongly suggests that local governments in Indonesia implement the requirement of presenting accumulated depreciation of fixed assets as stated in Governmental Accounting Standards.
The use of ratio of total expenditure per capita needs to be refined because not all of the total expenditure is utilized to provide services to the public. Therefore, future research should refine the measures by proposing ratios that are more representative of local government expenditures devoted to the public.
Regulators in the Ministry of Home Affairs should reconsider the structure of local government budget so that the structure of said budget can provide information regarding expenditures devoted to the community. Such structure had been implemented during the period of 2002-2005. However, since 2006, the previous structure changed to a new structure, which resulted in difficulties determining the amount of public expenditure.
The information regarding population size, except for data in 2010, is predictive information because it is estimated based on prediction of population growth. It is understandable that the accurate information of population size can only be obtained through population census that is only done every ten years by the central government.
